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not consented as provided in section
1388 and § 1.1388–1 (or on per-unit retain
certificates issued to patrons who are
not qualifying patrons with respect
thereto within the meaning of § 1.61–
5(d)(2)) than it pays on qualified writ-
ten notices of allocation held by per-
sons who have so consented (or on per-
unit retain certificates issued to pa-
trons who are qualifying patrons with
respect thereto) provided that the
amount of the interest or dividend re-
duction isreasonable in relation to the
fact that the association receives no
tax benefit with respect to such non-
qualified written notices of allocation
(or such certificates issued to nonquali-
fying patrons) until redeemed. How-
ever, such an association will be denied
exemption if it otherwise treats pa-
trons who have not consented (or are
not qualifying patrons) differently
from patrons who have consented (or
are qualifying patrons), either with re-
gard to the original payment or alloca-
tion or with regard to the redemption
of written notices of allocation or per-
unit retain certificates. For example, if
such an association pays patronage
dividends in the form of written no-
tices of allocation accompanied by
qualified checks, and provides that any
patron who does not cash his check
within a specified time will forfeit the
portion of the patronage dividend rep-
resented by such check, then the coop-
erative association will be denied ex-
emption under this section as it does
not treat all patrons alike.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 6643, 28 FR 3162, Apr. 2, 1963;
T.D. 6855, 30 FR 13135, Oct. 15, 1965]

§ 1.522–1 Tax treatment of farmers’ co-
operative marketing and pur-
chasing associations exempt under
section 521.

(a) In general. (1) Section 522 is appli-
cable to farmers’, fruit growers’, or
like associations organized and oper-
ated on a cooperative basis in the man-
ner prescribed in section 521. Although
such an association is subject to both
normal tax and surtax, as in the case of
corporations generally, certain special
rules for the computation of taxable in-
come are provided in section 522(b) and
§ 1.522–2. For the purpose of any law
which refers to organizations exempt

from income taxes such an association
shall, however, be considered as an or-
ganization exempt under section 501.
Thus, the provisions of section 243, pro-
viding a credit for dividends received
from a domestic corporation subject to
taxation, are not applicable to divi-
dends received from a cooperative asso-
ciation subject to section 522. The pro-
visions of section 1501, relating to con-
solidated returns, are likewise not ap-
plicable.

(2) Rules governing the manner in
which amounts allocated as patronage
dividends, refunds, or rebates are to be
taken into account in computing the
taxable income of such an association
are set forth in § 1.522–3. For the tax
treatment, as to patrons, of amounts
received during the taxable year as pa-
tronage dividends, rebates, or refunds,
see section 61 and § 1.61–5.

(b) Meaning of terms. For purposes of
§§ 1.522–1 to 1.522–3, inclusive, §§ 1.6044–1
and 1.61–5, the following terms shall
have the meaning ascribed below:

(1) Cooperative association. The term
cooperative association includes any cor-
poration operating on a cooperative
basis and allocating amounts to pa-
trons on the basis of the business done
with or for such patrons, except that
the term does not include any coopera-
tive or nonprofit corporation (includ-
ing any cooperative or nonprofit cor-
poration engaged in rural electrifica-
tion) exempt from taxation under sec-
tion 501(a) and described in section
501(c) (12) or (15) or any corporation
subject to a tax imposed by subchapter
L, chapter 1 of the Code (relating to in-
surance companies).

(2) Patron. The term patron includes
any person with whom or for whom the
cooperative association does business
on a cooperative basis, whether a mem-
ber or a nonmember of the cooperative
association, and whether an individual,
a trust, estate, partnership, company,
corporation, or cooperative associa-
tion.

(3) Allocation. The term allocation in-
cludes distributions made by a coopera-
tive association to a patron in cash,
merchandise, capital stock, revolving
fund certificates, retain certificates,
certificates of indebtedness, letters of
advice, similar documents, or in any
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other manner whereby there is dis-
closed to a patron the dollar amount
apportioned on the books of the asso-
ciation for the account of such patron.
Thus, a mere credit to the account of a
patron on the books of the cooperative
association, without disclosure to the
patron, is not an allocation.

(4) Patronage dividends, rebates, and
refunds. The term patronage dividend,
rebate, or refund includes any amount
allocated by a cooperative association,
to the account of a patron on the basis
of the business done with or for such
patron. The following are not patron-
age dividends, rebates, or refunds:

(i) Amounts distributed in redemp-
tion of capital stock, or in redemption
or satisfaction of certificates of indebt-
edness, revolving fund certificates, re-
tain certificates, letters of advice, or
other similar documents;

(ii) Amounts allocated (whether in
cash, merchandise, capital stock, re-
volving fund certificates, retain certifi-
cates, certificates of indebtedness, let-
ters of advice, or in some other manner
that discloses to each patron the
amount of such dividend, refund, or re-
bate) by the association for products of
members or other patrons to the extent
such amounts are fixed without ref-
erence to the earnings of the coopera-
tive association. For this purpose, the
term earnings includes the excess of
amounts retained (or assessed) by the
association to cover expenses or other
items over the amount of such ex-
penses or other items.

(c) Examples. The application of para-
graph (b) of this section may be illus-
trated by the following examples:

Example 1. Cooperative A, a marketing as-
sociation operating on a pooling basis, re-
ceives the products of patron W on January
5, 1954. On the same day Cooperative A ad-
vances to W 45 cents per unit for the prod-
ucts so delivered and allocates to him a re-
tain certificate having a face value calculated
at the rate of 5 cents per unit. During the
operatiion of the pool, and before substan-
tially all the products in the pool are dis-
posed of, Cooperative A advances to W an ad-
ditional 40 cents per unit, the amount being
determined by reference to the market price
of the products sold and the anticipated
price of the unsold products. At the close of
the pool on November 10, 1954, Cooperative A
determines the excess of its receipts over the
sum of its expenses and its previous advances
to patrons, and allocates to W an additional

3 cents per unit and shares of the capital
stock of A having an aggregate of face value
calculated at the rate of 2 cents per unit.

The amount of patronage dividends, re-
bates, or refunds allocated to W during 1954
amount to 5 cents per unit, consisting of the
aggregate of the following per-unit alloca-
tions: The amount of cash distribution (3
cents), and the face value of the capital
stock of A (2 cents), which are fixed with ref-
erence to the earnings of A. The amount of
the two distributions in cash (85 cents) and
the face amount of the retain certificate (5
cents), which are fixed without reference to
the earnings of A, do not constitute patron-
age dividends, rebates, or refunds.

Example 2. Cooperative B, a marketing as-
sociation operating on a pooling basis, re-
ceives the products of patron X on March 5,
1954. On the same day Cooperative B pays to
X $1.00 per unit for such products, this
amount being determined by reference to the
market price of the product when received,
and issues to him a participation certificate
having no face value but which entitles X on
the close of the pool to the proceeds derived
from the sale of his products less the pre-
vious payment of $1.00 and the expenses and
other charges attributable to such products.
On March 5, 1957, Cooperative B, having sold
the products in the pool, having deducted the
previous payments for such products, and
having determined the expenses and other
charges of the pool, redeems the participa-
tion certificate of X in cash for 10 cents per
unit. The allocation made to X during 1957,
amounting to 10 cents per unit, is a patron-
age dividend, rebate, or refund. Neither the
payment to X in 1954 of $1.00 nor the issuance
to him of the participation certificate in
that year constitutes a patronage dividend,
rebate, or refund within the meaning of this
section.

Example 3. Cooperative C, a purchasing as-
sociation, obtains supplies for patron Y on
May 1, 1954, and receives in return therefor
$100. On February 1, 1955, Cooperative C, hav-
ing determined the excess of its receipts over
its costs and expenses, allocates to Y a cash
distribution of $1.00 and a revolving fund cer-
tificate of a face amount of $1.00. The
amount of patronage dividends, rebates, or
refunds allocated to Y for 1955 is $2.00, the
aggregate of the cash distribution of $1.00,
and the face amount, $1.00, of the revolving
fund certificate.

Example 4. Cooperative D, a service associa-
tion, sells the products of members on a fee
basis. It receives the products of patron Z
under an agreement not to pool his products
with those of other members, to sell his
products, and to deliver to him the proceeds
of the sale. Patron Z makes payments to Co-
operative D during 1954 aggregating $75 for
service rendered him by Cooperative D dur-
ing that year. On May 15, 1955, Cooperative

VerDate 11<MAY>2000 10:44 May 03, 2001 Jkt 194086 PO 00000 Frm 00215 Fmt 8010 Sfmt 8010 Y:\SGML\194086T.XXX pfrm13 PsN: 194086T



216

26 CFR Ch. I (4–1–01 Edition)§ 1.522–2

D, having determined the excess of its re-
ceipts over its costs and expenses, allocates
to Z a cash distribution of $2.00. Such
amount is a patronage dividend, rebate, or
refund allocated by Cooperative D during
1955.

(d) Returns of exempt cooperative asso-
ciations. For requirements of annual re-
turns by exempt cooperative associa-
tions, see sections 6012 and 6072(d) and
paragraph (f) of § 1.6012–2.

§ 1.522–2 Manner of taxation of cooper-
ative associations subject to section
522.

(a) In general. Farmers’, fruit grow-
ers’, or like associations, organized and
operated in compliance with the re-
quirements of section 521 and § 1.521–1
shall be subject to the taxes imposed
by section 11 or section 1201, except
that there shall be allowed as deduc-
tions from gross income, in addition to
the other deductions allowable under
chapter 1 of the Code, certain special
deductions provided in section
522(b)(1)(A) and paragraph (c) of this
section, and section 522(b)(1)(B) and
paragraph (d) of this section. Amounts
allocated as patronage dividends, re-
funds, or rebates, whether in cash, mer-
chandise, capital stock, revolving fund
certificates, retain certificates, certifi-
cates of indebtedness, letters of advice,
or in some other manner that discloses
to each patron the dollar amount allo-
cated, with respect to patronage for
the taxable year or for preceding tax-
able years, shall be taken into account
in the manner provided in section 522
and in § 1.522–3.

(b) Cooperative association exempt from
tax before January 1, 1952. (1) For the
purpose of determining the method of
accounting under section 446 in the
case of a cooperative association which
was exempt from tax for taxable years
beginning prior to January 1, 1952, the
method of accounting, recognized
under sections 41, 42, and 43 of the In-
ternal Revenue Code of 1939 and the
regulations prescribed thereunder and
utilized in the return of such associa-
tion for its last taxable year to which
the Internal Revenue Code of 1939 was
applicable, shall be deemed to con-
stitute the method of accounting regu-
larly employed by the cooperative as-
sociation. Any change from this meth-
od may be made only if permission is

obtained from the Commissioner to
change to another recognized method
in accordance with section 446 and the
regulations thereunder.

(2) In any case where inventories are
an income-producing factor, see sec-
tions 471 and 472 and the regulations
thereunder. The elective method of
inventorying goods provided in section
472 may be adopted by the cooperative
association for any taxable year begin-
ning after December 31, 1953,
inaccordance with the requirements of
section 472 and the regulations there-
under. However, in order to use such
method for such a taxable year the co-
operative association (unless it has
used such method for a taxable year be-
ginning after 1951 and before 1954 pur-
suant to an election exercised as pro-
vided in 26 CFR (1939) 39.22(d)–3 (Regu-
lations 118) must exercise the election
provided in section 472 and the regula-
tions thereunder, even if it may have
utilized such method for accounting
purposes for taxable years beginning
before January 1, 1952.

(3) The following rules shall be appli-
cable in computing the net operating
loss deduction provided in section 172:
No net operating loss carryover shall
be allowed from a taxable year begin-
ning prior to January 1, 1952, for which
the cooperative association was ex-
empt from tax under section 101(12) of
the Internal Revenue Code of 1939. In
the case of a taxable year beginning
prior to January 1, 1952, for which the
association was not exempt under sec-
tion 101(12) of the Internal Revenue
Code of 1939 and of any taxable year be-
ginning after December 31, 1951, the
amount of the net operating loss
carryback or carryover from such year
shall not be reduced by reference to the
income of any taxable year beginning
prior to January 1, 1952, for which the
association was exempt from tax under
section 101(12) of the Internal Revenue
Code of 1939. However, any taxable year
beginning prior to January 1, 1952, for
which the cooperative association was
exempt under section 101(12) of the In-
ternal Revenue Code of 1939 shall be
taken into account in determining the
period for which a net operating loss
may be carried back or carried over, as
the case may be.
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